
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter oft 

THE APPLICATION OF FANCY FARM WATER 
DISTRICT FOR A RATE ADJUSTMENT PURSUANT 
TO THE ALTERNATIVE RATE FILINQ PROCEDURE ) CASE NO. 95-359 
FOR SMALL UTILITIES ) 

ORDER 

On August 21, 1995, Fancy Farm Water Diotrict ('#Fancy Farm") 

filed an application with the Public Service Commission seeking 

approval of proposed water rates. Commission Staff, having 

performed a limited financial review of Fancy Farm's operations, 

has prepared the attached Staff Report containing Staff's findings 

and recommendations regarding the proposed rates. All parties 

should review the report carefully and provide any written comment6 

or requests for a hearing or informal conference no later than 15 

jays from the date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have no more 

than 15 days from the date of this Order to provide written 

cornments regarding the attached Staff Report or requests for a 

hearing or informal conference. If no request for a hearing or 

informal conference is received, this case will be submitted to the 

Commission for a decision. 

Done at Frankfort, Kentucky, this 9th day of Octobcr, 1995. 

ATTEST: PUBLIC SERVICE ~ I S S I O N  

\>+A 
Execut ve D rector 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF FANCY FARM WATER ) 
DISTRICT FOR A RATE ADJUSTMENT ) 
PURSUANT TO THE ALTERNATIVE RATE 1 CASE NO. 95-359 
FILINQ PROCEDURE FOR SMALL UTILITIES ) 

Prepared By: Karen Harrod, CPA 
Public Utility Financial 
Analyst, Chief 
Water and Sewer Revenue 
Requirements Branch 
Division of Financial Analysis 

Prepared By: John Qeoghegan 
Public Utility Rate Analyst, 
Chief 
Communications, Water and 
Bewer Rate Design Branch 
Division of Rates and Research 



On Auguot 21, 1995, Fancy Farm Wntar Diotrict ("Fancy Farm'!) 

filed an application with tho Kantucky Public Service Commioeion 

("Commiosion") oeoking approval to increnoa i t 0  tariffed water 

rates by 52.6 parcent, an incranoa in annual operating revenues 

of $37,411. Fancy Farm raquoatad anoiotnnca from Comminoion 

Staff ("Staff") in tho praparation of it0 Alternative Rate Filing 

Application as allowed pursuant to 007 w\R 5 1 0 7 6 ,  Section 2. In 

order to assist in the proparation of thin application, Staff 

performed a limited finnnclal raviow of Fancy Farm'o test year 

operationo, the calendar yaar onding Dacamber 31, 1994. 

The scope of tho reviaw wan limitad to obtaining information 

as to whether the teat poriod operating ravenuao and expenoes 

were representative of normal oporationo. Inoignificant or 

immaterial discrepancies war0 not purouad and are not addraseed 

herein. 

Karen Harrod of the Commiooion'a Divinion of Financial 

Analysio performed the limited raviaw on June 20-21, 1995. Me. 

Harrod is responsible for tho proparation of thio Staff Report 

except for the determination of Normalizad Operating Revenue, 

Rate Design, and Attachment C, which wera propared by John 

Cteoghegan of the Commission's Division of Raten and Reeaarch. 



It ohould bo notod that Fancy Farm'o operations consist of 

both a wntar divioion and n oower divioion. As a result, certain 

oxpendituroo nro allocated between the two divisions. Fancy Farm 

allocatoo thaoo oxpanditureo based on number of customer0 or, 2/3 

to the water divioion and 1/3 to tho 8ewer division. Staff has 

utilized thoee name allocationo for rate-making purposes. 

A copy of Fancy Fnrm'o Adjusted Net Operating Income 

Statement io ohown on Attochment A. Attachment B details the 

revenue requirement determination. Staff recommends that Fancy 

Farm be allowad to incroose it0 annual operating revanues by the 

requested amount of $37,411. The rates contained in Attachment C 

will achieve Stafflo recommanded level of revenue. 

lsuwuaa 

Wate; and Sewer Revenue 
Requiremento Branch 
Financial Analysis Division 

I 
Prdgared By: John Qeoghegan 
Public Utility Rate Analyst, 
Principal 
Communications, Water and 
Bawar Rote Design Branch 
Divieion of Rates and Research 



ATTACHMENT A 
STAFF REPORT CASE NO. 9 5 - 3 5 9  

FANCY FARM WATER DISTRICT 
STATEMENT OF OPERATIONS 
Tont YMI- Ended 1 2 / 3 1 / 9 4  

Oporot ing RQVQnUOQ : 
Water Sales 
Other Operating Rov nues 

Totol Oparating Rovonuon 

Operating Expenses: 
Salaries & Wages 
Purchased Power 

Materials L Supplios 
contractual Services 
Transportation EXpOnOQ 
Insuranco 
Regulatory Commission Expennc 
MisCQllUneOUB 
Depreciation 
Taxes other than Inc. Taxes 

Chemicals 

Total operating EXpGnQeQ 

Operating Incomo 

Other Income 
Interest Incomo 
Non-utility Income 

Total Other Income 

Interest EXpGnse 

Net Operating Income/ ( L ~ o o )  

misxmr. 

A 
$ 7 4 , 2 4 7  

$ 7 7 , 3 3 2  

$ 2 6 , 5 5 9  
9 , 6 0 9  
7 , 0 2 9  

1 6 , 0 8 1  
3,055 
4 , 9 7 5  
9 , 8 7 5  

23 9 
6 ,010  

1 3 , 4 0 8  
12.542 
s109.382 
$(32,050) 

9 9 6  
903 
$ 1 , 8 9 9  

36 
9 ( 3 0 . 1 8 7 )  

Recommended - 
$ ( 3 , 1 7 9 1  (1) 
O ( 2 )  

$ ( 4 , 5 1 7 )  

3 , 8 9 2 )  
1 , 3 2 0 )  

1 , 9 7 9 )  
( 3 3 3 )  

( 9 3 8 )  
388 

(3.661) 

sL11.735) 
7 , 2 1 8  

Ad j us ted 
m & J Q a x  

1.747 
$ 7 1 , 0 6 8  

$ 7 2 , 8 1 5  

$ 2 2 , 6 6 7  
8 , 2 8 9  
7 , 0 2 9  

1 4 , 1 0 2  
2,722 
4 , 9 7 5  
9 ,875 

2 3 9  
5 , 0 7 2  

1 3 , 7 9 6  
8.881 
s97.647 

( 2 4 , 8 3 2 )  

7 3 7  

$ 7 3 7  

- -  
50 

(1) - 
Fancy Farm's reported operating revenue from rates was 
$ 1 4 , 2 4 1 .  Staff performed-a billi-ng analysis which indicated 
Fancy Farm's present rates should produce $ 7 1 , 0 6 8  annually, 
resulting in a $3,179 decrease. 



(2) Rev- - Other OaorAtinq Rev- 
Thio account hao boon decroaoed by $1,330 to roflect the net 
affoct of tho reclaooification of certain revenues. Test year 
other oparoting rovenues includod $1,800 of tap-on foes which 
ohould havo been roported as a contribution. Other water 
rovenueo, cut-off foes ,  and return check fees were reported as 
non-utility income. It would bo mor0 appropriate to classify 
these ravcnues na othor operating revenues. The calculation 
of the net adjuotmont i o  as follows: 

Tap-on foos s (1,800) 
Othor water revonueo 222 
Cut-of€ feeo 200 
Return check foes 40 

Recomniendod Decrease s(1.338) 

(3) s a l u i Q m  
Thio account has been docreased by $3,892 to reflect the 
current level of mlary expense allocated to water operations 
for Fancy Farm's employees, calculated as follows: 

Operator/supervisor 
Bookkeepor 

$24,000 
10.000 

Total Salary Expense $34,000 
x_2/3 

Leso: Test Year Expense 26.559 

Recommended Decrease S(3.R92) 

Portion Allocated to Water $22,667 

( 4 )  PurchasedPower 
Thio account has been decreased bv $1,320 to eliminate il non- 
recurring expense. During the labt.3'months of the test year 
Fancy Farm made payments to Mayfield Electric & Water Systems 
for services that were required to be performed by a licensed 
operator. Fancy Farm now has a licensed operator and it is no 
longer necessary for these services to be contracted out. 

( 5 )  l+&uiaULe- 
This account has been decreased to reflect items that were 
included in test year materials and supplies expense but 
should be capitalized for rate-making purpoees. The total 
adjustment is calculated as follows: 



Prcoourc Recorder $ 328 
Compu t c r 1,118 
Software s 
Recommcndod Docreaac LLzz2 

( G I  SorvLcw 
This account hoo been decroaoed to climinate o non-recurring 
expense. During tho tent year Fancy Farm incurred axpcnooo of 
$500 ($333 of which wan illlocatcd to the wator oporntions) for 
consulting fees reloted to the now computer and ooftworo. 
Theoc feoa wera for nystcm research ond analysis, system 
setup, and training ond are not expected to recur. 

Thio account haa been decreased by $938 to eliminate test year 
expense €or meter deposit refunds and a Chriotmas party in tho 
amounts of $345 and $593, reopectivoly. Meter deposit refundo 
should be rocordcd as o reduction to the cuotomer dCpOEitE 
account rather than a6 operating expenses. Exponoes incurred 
for activitioo such as Christmas partioo are generally 
disallowed for ratemaking purposes. 

Thio account hao been increased to includo the depreciation 
expense for those items being capitalized as explained in 
adjustments 5 and 9. 

(7) 

( 8 )  

Total Entimated 

3 328 10 yro. 
- 
3 33.00 Prenoure Recorder 

Computer Hardwara i,iie 5 yra. 224.00 
Computer Soetwnra 533 5 yro. 107.00 
New Inntallntion Y62 40 yro. 24,oo 

ancLAuQ - 
Recommended Incroaoa a 3RB.QP 

Thio account has been decreased by $3,661 to reflect the 
appropriate level of expense for ratemaking purposeo. 

Based on the recommended decrease to salary expenoe of $3,892, 
an adjuotment is required to decrease FICA expense by $298 
($3,892 x 7.65%). 

School taxeo and sales taxes were reported in test year 
expense in the amounts of $2,038 and $363, respectively. 
Since Fancy Farm merely serves as a collection agent for theee 
taxeo, these amounts should not be considered as operating 
expenseo for ratemaking purposes. 

A new installation expense of $962 was erroneously reported as 
taxce other than income tax expenoe during the teat year. 
This amount should be capitalized and depreciated for 
ratemaking purposes. 

(9) 



(10) v 
This account has been decreased bv $259 to reflect the 
appropriate level of interest income $or ratemaking purposea. 
Fancy Farm reported test year intereat income of $ 9 9 6 .  
Included in that amount was $31 on cuatomer deposita which can 
not be used to offset operating expenses. $220 of test year 
interest income was earned from certificates of de oeit that 
have now been cashed in and are no longer earning 'I ntarsat. 

(11) Non-Utilitv I.lxQaQ 

This account has been decreased by $903 to reflect the 
appropriate level of non-utility income for ratemaking 
purposes. Of the $903 reported as test year non-utility 
income, $462 should have been classified as other operating 
revenues. The remaining balance of $ 4 4 1  was for cuatomer 
deposits and ohould be recorded as such. 

(12) 

This account has been decreaeed by $36 to eliminate test year 
expense which was for interest paid on customer depooit 
refunds. This interest expense should not be included in the 
calculation of Fancy Farm's revenue requirement. 



ATTACHMENT I3 
OTAFP REPORT CASE NO, 95-359 

FANCY FARM WATER DISTRICT 
REVENUE REQUIREMENT DETERMINATION 

Pro forma Praannt Rata Operating Expenses $ 97,647 
Opsrnting Ratio u 
Raquirad Ravenufl $110,963 

Laefli Pro forma Prflsent Ratm operating Revenuns 72,815 
Othar Income 737 

Rocommandad Revenue Increase 537.411 
Parcanta a Incraane over Test Year 

a* 
Normal ! zed Opsrating Revenues from 
WcItxr Balsa of $71,068 



ATTACHMENT C 

STAFF REPORT CASE NO. 95-359 

FANCY FARM WATER DISTRICT 

RECOMMENDED RATE SCHEDULE 

Fancy Farm's current rate schedule consists of a seven-step 

It proposed to simplify the deeign by 

Staff recommends the 

declining block rate design. 

combining the last three into a single step. 

proposed changes be accepted. 

USBPE 

First 2,000 gallons 
Next 3 , 0 0 0  gallons 
Next 5,000 gallons 
Next 10,000 gallons 
Over 20,000 gallons 

BBTE 
$9.22 
2.35 
2.24 
2 . 1 0  
1 . 9 0  

Milburn - per 1,000 gallons 1.53 


